KOREA

In 1997, Koreawasthe United States' fifth largest export market overall, and the fourth largest for agricultural
products. Merchandise trade between the United States and K oreatotaled $48.3 billion, compared with $49.2
billion for 1996. U.S. exportsto Koreain 1997 were $25.1 billion -- a5.7 percent drop from the 1996 figure
of $26.6 billion. U.S. imports from Koreain 1997 were $23.2 billion -- a 2.2 percent increase from the 1996
figure of $22.6 billion. 1n 1997, the U.S. merchandise trade surplus with Korea was $1.9 billion, down by
more than 50 percent from the $4.0 billion surplusin 1996.

Thestock of U.S. foreign direct investment (FDI) in Koreain 1996 was $5.5 billion, an increase of 6.6 percent
from 1995. U.S. FDI is concentrated largely in the manufacturing, banking and wholesale sectors.

Overview

Koreaisone of the United States major trading partners, but it also has been described as one of the toughest
marketsin the world for doing business. Thisyear, the U.S.-Koreatrading relationship is operating within the
context of a new and significantly different set of circumstances. In December 1997, after a dramatic
depreciation in the value of the won, Korea reached agreement with the International Monetary Fund (IMF)
on amacroeconomic stabilization package that included conditions on financia, corporate, labor, investment,
and other trade-related structural reforms. In the spirit of this agreement, Korean President Kim Dae Jung has
meade strong public statements about the need to attract foreign investment, accept imports, and restructure the
corporate conglomerates, or chaebols, in Korea. President Kim has commented on the need to bresk ties
between the government, the banks, and the chaebols. Theselinkages, central to Kored s development model
for over 30 years, have impeded competition and market access, both in Korea and in other markets. If
implemented fully and faithfully, the stabilization-related reformsto which K oreahas committed shoul d reduce
barriers to free trade, investment, and competition in Korea.

Asreferenced above, the Korean won depreciated by approximately 50 percent between November 1997 and
January 1998. Economistsindicate that it will be some months before the full effect of the drop in the value
of thewon isrealized in trade volumes. However, most predict negative economic growth in Koreain 1998,
and a shift from surplus to deficit in the U.S.-Korea bilateral merchandise trade balance.

IMPORT POLICIES
Tariffs and Taxes

Koreabound 92 percent of itstariff lineitemsin the Uruguay Round negotiations. Kored s averagetariff was
8.44 percent in 1997, and 8.47 percent in 1998. Korea' stariffson all agricultural products, except rice (HS
1006), are bound. Between 1995 and 2004, Koreawill implement its Uruguay Round commitments to lower
duties on over 30 agricultural products of primary interest to U.S. exporters. These products include
intermediate and high-valueitems such asvegetabl e oilsand meal's, processed potatoes, mixed feeds, feed corn,
whest, fruits, nuts, popcorn, frozen French fries, and breakfast cereals.
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Under its Uruguay Round commitments, Korea also established tariff-rate quotas (TRQs) that will either
provide for minimum access to aprevioudy closed market or maintain pre-Uruguay Round access. (Seedso
“Quantitative Restrictions, TRQs, and Import Licensing.”) In-quotatariff rates are to be maintained at zero
or low levels, but over-quotatariff rates on some products are prohibitive. Specifically, natural and artificial
honey is assigned an over-quota rate of 257 percent; skim and whole milk powder, 202 percent; barley, 345
percent; barley malt, 287 percent; and popcorn, 672 percent.

Dutiestill remain very high on alarge number of high-value agricultural and fishery products. Koreaimposes
tariff rates above 45 percent on most horticultural products of interest to U.S. suppliers. Theseinclude shelled
walnuts, table grapes, and citrus. Products subject to a 30 percent or higher tariff rate include certain mests,
mogt fruits and nuts, many fresh vegetables, out-of-quotaflour and starches, peanuts, various vegetablesails,
juices, jams, peanut butter, beer and some distilled spirits, and dairy products.

Koreaisin the process of reducing tariffsto zero on most or al productsin thefollowing sectors. paper, toys,
steel, semiconductors, and farm equipment. Koreais harmonizing its chemical tariffsto final rates of 0, 5.5,
or 6.5 percent, depending on the product. From pre-Uruguay Round levels, tariffs on scientific equipment are
being reduced by 65 percent. On textile and apparel products, Korea has harmonized and bound most of its
tariffs to the following levels: 7.5 percent for man-made fibers, 15 percent for yarns, 30 percent for fabrics
and made-up goods, and 35 percent for apparel.

U.S. firms in a number of sectors continue to report that the combination of current tariffs and value-added
taxes for agricultural and manufactured products is often sufficient to either keep imports out of the Korean
market or to make their prices uncompetitive. For example, the Korean government assesses higher excise
taxes on Western-style distilled spiritsthan on traditional, Korean-style spirits, e.g., Soju. WhileKorean Soju
is assessed a liquor tax of 35 percent plus an education tax of 10 percent, imported whisky and brandy face
a liquor tax of 100 percent of the value (including the import duty) and a 30 percent education tax. Other
Western-styledistilled spiritsare assessed aliquor tax of 80 percent plus an education tax of 30 percent. These
Korean tax measures are similar to the Japanese tax measures on alcoholic beverages that were found by the
WTO to be inconsistent with GATT Article I11:2 (National Treatment Clause). After consultations under
WTO dispute settlement procedures on Kored's liquor taxes, a single WTO dispute settlement panel was
formed on October 16, 1997 to consider the U.S. and EU complaints against Kored' s liquor taxes.

Another example of Kored' s tariff/tax barriersis in the area of passenger vehicles. Imported vehicles are
subject to an applied tariff rate of 8 percent, more than three times the U.S. tariff. (Korea' s bound rate on
passenger vehiclesis 80 percent.) Koreathen levies multiple, cumulative high taxes on top of the 8 percent
applied tariff. Three of these taxes are based on engine size. For acar with a2,000 cc or larger engine, nine
taxes combine with the tariff to make the tax and tariff burden on the imported car significantly grester than
the tax burden on its domestic equivaent.

Koreauses"adjustment tariffs" at the HS four-digit level to protect domestic producers against import surges.
Under the IMF program, Korea reduced the number of items subject to adjustment tariffs from 62 to 38.
Among the 38 remaining items, 17 are seafood (HS 03 and 16 categories), seven are textiles (HS 50 through
63 categories), sx are mushrooms and bracken (HS 07 category), and four are wood products (HS 44
category). While Korea has not imposed any new adjustment tariffs since 1994, previous tariff increases have
yet to be completely phased out. For example, in December 1997, Korearaised the applied tariff on processed
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rice (HS 1904) from 8 to 50 percent. The bound tariff rate was set at 58.8 percent in 1996 and will decrease
to 54 percent in 2001.

Korea initiated two anti-dumping investigations against U.S. firms in 1997. The investigation of cellulose
imports was terminated on the basis of insufficient evidence of dumping. In the investigation of medium-
density fiberboard, the Korean Trade Commission (KTC) made apreliminary determination that importsfrom
the United States and Malaysia had injured domestic producers. However, in January 1998, on the
recommendetion of the Ministry of Finance and Economy (MOFE), the KTC made afinal ruling not toimpose
any anti-dumping duty on U.S. exporters because their market share was under 1 percent. Finaly, in January
1998, a WTO dispute settlement panel was formed to consider Korea s complaints about U.S. anti-dumping
action on Korean DRAMs.

Non-tariff Measures

Import Diversification Program

Koreamaintains an import diversification program, which as of December 1997, barred imports of 113 items
from Japan. Under the IMF stabilization package for Korea, the government agreed to eliminate this program
in three tranches, the last to be effective by June 30, 1999. Inthe WTO, Korea had committed to eliminating
the import diversification program by December 31, 1999.

Quantitative Restrictions, TROs, and Import Licensing

Koreaimplements quantitative restrictions through itsimport licensing system. A government export-import
notice lists products that are restricted or prohibited. Most imported goods no longer require approval, but
some tariff line items (mostly agricultural and fishery products) are restricted for import, that is, they are
subject to quotas or TRQs with prohibitive over-quota rates.

In 1990, the United States and Korea signed a bilateral agreement on beef imports. Under this agreement, the
"smultaneous buy sdll* (SBS) system was established. 1n July 1993, the United States and K orea concluded
a Record of Understanding (ROU), the second of three agreements directed toward free-market conditions for
the importation and distribution of beef in Korea.

The third beef agreement, negotiated in the Uruguay Round, established the operationa rules for the SBS
system in greater detail. The SBS system (1) lays out annually increasing minimum access levels, (2)
guarantees direct commercial relations between foreign suppliers and Korean retailers and distributors (e.g.,
five star hotels and supermarkets); and (3) ensures that growing volumes of beef will be sold through that
commercia channel, rather than through a government corporation. New retailers and distributors will be
added to the direct access system over theterm of the SBS agreement, and anew SBS group will become active
in 1998.

Each year, the United States and Korea meet quarterly to ensure full implementation of the beef agreement
provisions. The minimum import quotafor beef isto expand from the 1998 level of 187,000 tons, to 225,000
tons by the year 2000. In 1998, the portion of the quota imported for private sector sales through the SBS
system is 112,200 tons; this portion will increase until January 1, 2001. The markup on such SBS-imported
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beef will be 20 percent in 1998, reduced to 10 percent the following year, and eliminated in 2000. Koreahas
agreed to remove al non-tariff barriers, including state trading, to beef imports by January 2001.

On July 1, 1997, under the U.S.-Korea 1993 ROU and under Korea's Uruguay Round commitments, the
government liberalized its quantitative restrictions on frozen pork, frozen chicken, fresh oranges, orangejuice,
and beef jerky and offal. This liberalization was the final tranche of Korea's eimination of balance-of-
paymentsrestrictionson agricultural and fishery products. Eight remaining items, mainly livecattle (dairy and
beef) and beef products (HS 0201 and 0202) will be liberaized by January 1, 2001. Korea s quantitative
restrictions on rice will be liberaized by January 1, 2004.

Korea'sadministration of its TRQs on certain productsrai ses additional market accessproblems. Per industry
input, the U.S. Government hasrai sed concerns about Kored s processfor administering itsquotason riceand
itsTRQs, particularly, those on fresh oranges, val ue-added soybean products, and val ue-added corn products.

Onrice, agtatetrading organizationimportsthe product while the government assumesimmediate control upon
itsentry into Korea. Thus, the government maintainsfull control over both the distribution and end-use of rice.
This process effectively restricts access to the Korean market for high-quality U.S. table rice. The Korean
government has repeatedly stated that it will not alow imported table rice to be directly marketed to Korean
consumers.

On oranges, as mentioned above, in 1997, the quantitative restrictions on fresh oranges were liberalized to
permit out-of-quota imports, which are assessed a duty of 79.3 percent in 1998, with annual reductions that
will reach 50 percent (the current in-quotarate) in 2004. The in-quotaquantity for 1998 will be 28,125 metric
tons and will be expanded at an annual growth rate of 12.5 percent through 2004. Korea has designated its
only citrus cooperative as the sole importer of the TRQ in-quota quantity of fresh oranges. The United States
has repeatedly expressed its concern that such an arrangement can present a conflict of interest.

On value-added soybean and corn products, the Korean government continues to control allocation of thein-
guota quantities. By aggregating raw and va ue-added products into the same TRQ, the Korean government
effectively restricts access to the Korean market for value-added products, such as corn grits and soyflakes,
while alowing entry of only the companion raw materials under the in-quota quantity.

Import Clearance Procedures

U.S. suppliers of food and agriculturd products continue to encounter trade-impeding practicesin Korean ports of
entry, induding on productsfor which market accesswas|liberaized under bilaterd or multilatera trade agreements.
Koreahasmade changestoitsimport clearance procedures over thelast year, but clearancetimesgtill areexcessvely
dow and clearance procedures remain arbitrary. Surveys of U.S. trading partners in Asa indicate that import
clearance for mogt agriculturd products reguires less than three to four days, while in Korea, import clearance
typicaly il takes two to four weeks (except for perishable fruits and vegetables, which take a maximum of five
days), and sometimes up to two months.

TheKorean Minigiry of Hedth and Wefare (MHW), indluding its Korea Food and Drug Adminigiration (KFDA),
and the Ministry of Agriculture and Forestry (MAF), including its National Plant Quarantine Service (NPQS) and
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Nationa Anima Quarantine Service(NAQS), account for thegreatest delays. Thesedepartmentssharerespongibility
for administering Kored s food-related laws and regulations, which include requirements for ingredient listing by
percentage and manufacturing process information, phytosanitary rules, and standards and conformity assessment
procedures (sampling, ingpection, and testing) in the K orean Food and Food Additives Codes. Both MHW and MAF
impose numerous reguirements thet prohibit access or delay import clearance while adding codis to importers.

In April 1995, the U.S. Government requested WTO digpute settlement consultations after U.S. citrus rotted at a
Korean port. In response, Korea provided expedited clearance (five days) for fresh fruits and vegetables. Between
April 1995 and January 1997, the United States had severa rounds of WTO consultations with Korea on the
additiond reforms it had promised.

At theend of 1996 and in 1997, Korea made more changesto itsimport clearance procedures. Specificaly, Korea
(1) indituted a new sampling, testing, and ingpection system; (2) diminated mandatory incubation testing for
Cdifornia fruit; (3) used the concept of scientific risk assessment to develop quarantine pest ligts for use in
determining fumigation requirements; and (4) revisad some of the Korean food additives sandardsto bring theminto
closer conformity with CODEX Alimentarious Commisson sandards.

INnWTO dispute settlement consultationsin January 1997, the Korean government aso indicated that it would no
longer require as conditions for import clearance, (1) sorting for separation of spoiled produce; (2) manufacturing
process information; and (3) ingredient listing by percentage for all ingredients. However, following the January
1997 consultations, Korean port ingpectors continued to require manufacturing process information and ingredient
listing by percentage for all ingredients. In addition, some of changes Korean officias are implementing do not
adequately addressU.S. concerns. For example, Kored sinterpretation of theterm* quarantinepest” dlowsarbitrary
application of regulations affecting the entry of fresh produce. Also, Korea continues to require incubeation testing
for Foridafruit, even when shipments are accompanied by an APHIS certificate indicating thet the fruit originated
ina“pedt-freg’ area

Under the IMF gtabilization package negotiated at the end of 1997, Korea agreed to bring itsimport certification
proceduresinto conformancewith international normsand to liberdizeitsimport licensing procedures. At the same
time, some progress was made on certain import clearanceissues. At the beginning of 1998, Korea.announced its
intention to bring its standards on anumber of agricultura chemicasinto conformity with CODEX standards. This
issgnificant for U.S. companiesthat have had entry problems dueto redtrictive sandards, for example, on pesticide
resduelevels. Koreadso hasbegun the process of conforming the Sandardsin the Food Additives Codeto CODEX
norms, but much remains to be donein this regard.

The United States will continue its didogue with the Korean government on its import clearance procedures until
clearance times in Korean ports of entry are comparable to those in other Asian ports and Korean procedures are
based on stienceand aremorecongstent withinternationa norms. (Seedso* Standardsand Conformity Assessment
Procedures.”)
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Labding Reguirements

U.S. exporters dso cite Korea s nontrangparent and burdensome |abeling requirements, which often are arbitrarily
enforced. For example, Korea recently proposed expanding its domestic price labeling law to include imported
products. This regulation, to be implemented April 1, 1998, requires that labels on imported products show the
import price (CIF vaue plus duty) in Korean won and be updated every three months to account for exchange rate
fluctuations. This regulation covers 40 products, including ditilled pirits and wine. In addition, batch codes and
the date of manufacture are to be included on the Korean labels. The U.S. Government has expressed its concern
about these proposed changesin labeling requirements.

Customs Procedures

U.S. firms continue to encounter border entry barriersin the form of Korean Customs Sarvice (KCS) decisonsto
arbitrarily and suddenly change the customs classification and border trestment (i.e., tariff level) of certain products.
KCS ds0 rgects customs clearance gpplications on adminigtrative grounds (wrong print, font Size, erasure marks
on gpplication, eic.), thereby ddaying the officid start of the customs clearance process.

Standards and Conformity Assessment Procedures (Sampling, |nspection, Testing, and Certification)

Koreamaintains standards and conformity assessment procedures (sampling, inspection, testing, and certification),
e.g., inthe Korean Food and Food Additives Codes, that deviate from internationa norms, do not appear to be based
onscientificrisk assessment, and target imports. For example, Kored sstandardsand testing procedureson raw megt
are not scientifically based. In addition, the Korean government continues to maintain trade-impeding import
clearance requirements on proprietary information (ingredient listing by percentage and manufacturing process
information), and hasnot fully addressed U.S. concernsabout other sanitary and phytosanitary barrierstoentry. (See
aso “Import Clearance Procedures.”)

U.S. industry dso cites Koreda' s subjective application of Korean Food Code rules to non-traditiond foods as a
barrier to the introduction of some U.S. products, such as ogtrich, emu, adligator, and nuprine mests, to the Korean
market. Under the Korea Food Code, raw materids originating from non-traditiona animds, plants, etc.,
cannot be used for food manufacturing, processing, and cooking if such materids are deemed
inappropriate for eating in Korean custom or tradition or inthe view of the Korean Ministry of Health and
Wdfare (MHW).

Efforts to obtain market access for in-shel walnuts thus far have been stymied by Kored's ingstence on the
establishment of an onerous and unnecessary phytosanitary preclearance ingpection program. In addition, through
the pest risk analysis process, the United Statesis continuing effortsto overcome existing phytosanitary-based import
bans on fresh gpples, pears, and stone fruit.

K orea continues to maintain government-mandated shelf-life requirements for sterilized milk products such asultra
hesat-treated (UHT) milk and bottled weter.

Korean government agencies require pre-gpprova for cosmetics, food additives, pharmeceuticas, chemicals,
electronics, persond communication services, and many other products. Other countries require pre-gpprova for
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some products, but the range of products affected is exceptiondly wide in Korea, and companies must submit
documentation thet is extraordinarily detailed. Theinformation provided in the prior-gpproval/certification process
is not protected and sometimesis "lesked” to the press. This incites opposition to imported products.

U.S. cosmetic producers cite Koreas duplicative testing requirements as impediments to trade. The Korean
government requires annual testing of cosmetic products and batch testing for each shipment, including animal
testing, and does not accept a certificate of analysisfromaU.S. firm as asubstitute. (See aso “Cosmetics.”)

U.S. pharmaceutica companies report significant delays in obtaining fina gpprova from MHW for thelocd sde
of products developed outside of Koreawithin the last three years. New products developed in Korea can proceed
directly from phase 1 to phase 3 dinicd trids, but thisstill isprohibitively expensivefor foreign firms. For products
developed outside of Korea, MHW thus far has refused to dlow phase 3 dlinicd tridsto begin in Koreauntil they
arecompleted firstin athird country, and the product hasreceived aCertificate of Free Sde (CFS) from that country.
After the presentation of the CFS, thereisa 145-day delay inregistration gpprova beforethe approximately one-year
clinica trid can begin. These requirements delay the introduction of foreign-developed products into the Korean
market by about two years. ASMHW hasno system to differentiate between U.S. prescription and non-prescription
(over-the-counter) drugs, both typesof pharmaceuti ca sare subject to the samerigoroustesting and approva process.
(Seedsn“Lack of Intellectua Property Protection” and “ Pharmaceuticals.”)

Koreds motor vehicle sandards and certification regulations are complex and excessve. Since theimplementation
of the U.S-KoreaMemorandum of Understanding (M OU) in 1995, K orea has reduced documentation requirements,
eliminated fivesafety sandards, and increased thenumber of vehiclessubject to s mpler certification proceduresfrom
100 to 1000 vehicles per modd. However, Koredl stype gpprova system il involves redundant and cogtly testing
procedures and a blending of international automotive standards. (See aso “Motor Vehicles”)

Under the IMF program, the Korean government has committed to accelerate harmonization of its certification
procedures with WTO gandards and to strengthen their implementation.  To implement this commitment, the
government is now soliciting input from dl relevant domestic agencies and Korean and foreign businessinterestson
which laws and adminidrative guiddines require revison.

As of January 5, 1998, the Korean government smplified import procedures and improved transparency by
eliminating type gpprova for certain imports of eectronic and broadcagting equipment and by providing clearer
definition of imports (for re-export) digible for waiver of type gpprovad, among other changes. The export
recommendation system under the Petroleum Business Act wasliminated and import proceduressmplified. Import
and ingpection guiddines for wool products and cod heeds were diminated.

GOVERNMENT PROCUREMENT

Korea began implementing the WTO Agreement on Government Procurement (GPA) on January 1, 1997. Aspart
of its GPA commitments, Korea agreed to cover procurement of goods and services over pecific thresholds by
Korean centrd government agencies, their subordinate entities, provincia and municipa governments, and sometwo
dozen government-invested companies

The GPA prohibitstheuse of offsetsasacondition for awarding contractson covered procurement. (Military offsets
arenot covered procurement and therefore are excluded.) In addition, the GPA enables suppliersto pursue dleged
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violations of the Agreement through bid challenge procedures.  Accordingly, the Korean Ministry of Finance &
Economy (MOFE) has established an internationa contract digpute settlement committee to dedl with any foreign
supplier dlegationsthat Korean procuring entities have not complied with GPA provisons. MOFE hasnot received
any bid chalenges under these procedures since the GPA took effect.

Theannexesto Kored sGPA access on document specify thethreshol dsfor coverageof procurement contractsunder
the Agreement. Thethreshold for Annex 1 (central government entities) for supplies and sarvicesis 130,000 SDRs
(151 million won in 1997), and for congtruction services, 5 million SDRs (5.83 billion won in 1997). The Annex
2 (sub-centra government entities) threshold for supplies/servicesis 200,000 SDRs (233 million won in 1997), and
for condruction sarvices, 15 million SDRs (17.49 billion won for 1997). For Annex 3 (government-invested
corporations), the threshold for supplies/'servicesis450,000 SDRs (524 million won for 1997), and for congtruction
sarvices, 15 million SDRs (17.49 hillion won for 1997).

Kored s coverage under the GPA does not extend to procurement related to nationa security and defense, Korea
Teecom's purchases of telecommunications commodity products and network equipment, and procurement of
satdlites (for five years from entry into force of the GPA for Koreg). Purchases by the Korea Electric Power
Corporation (KEPCO) are covered, with the exception of certain equipment.

The U.S. and Korean governments are currently discussing the question of GPA coverage of the Korean Airport
Condruction Authority (KOACA). The United States maintains that KOACA procurement is subject to the
requirements of the Agreament.

The Supply Adminigration of the Republic of Korea (SAROK), formerly the Office of Supply or OSROK) is
respongblefor the purchase of goodsand incidenta servicesrequired by centra and sub-centrd government entities.
SAROK daso handles government congtruction contracts and related services, and the sockpiling of raw materids.

SAROK edimatesthat itstota procurement of goods and services -- both GPA-covered and non-GPA-covered --
will reach $2.5 hillion in 1998, a decrease from its totd purchases of $3.4 hillion in 1997. Of the totd projected
purchases for 1998, approximatdy $1.2 billion will be subject to internationa tendering procedures in accordance
with GPA rules. SAROK hasidentified thefollowing categories of products and equipment as open to international
competitive bidding in 1998: medica, educationd, and sewage trestment equipment; scientific testing instruments;,
and helicopters. In addition to purchases of goods and sarvices, SAROK egtimates thet it will handle congtruction
contracts vaued a $5.5 billion in 1998.

In making estimatesfor 1998, SAROK assumed an exchange rate of about 1,700 won per dollar. Theestimatesfor
1998 procurement will be affected by Korea s economic criss. Thewon’s continuing ingtability, and the need for
theK orean government to cut spending to stay within IMF targets, make both won- and dollar-denominated estimates
subject to revison.

Not al GPA-covered procurement is handled by SAROK. In the case of Korean government-owned commercid
enterprises (listed in Annex 3 of Kored s access on agreement), procurement is handled in-house, with these entities
following the same GPA rules. Thus, tendering under open, forma procedures is required.

260 Foreign Trade Barriers



Korea

U.S. suppliersarerequired to register in advance with SAROK (or any other procuring entity). SAROK maintains
ligts of pre-qualified suppliers for given materids, equipment, and services. Invitations to bid are announced 40
calendar daysin advanceof thebid deadlines. Asrequired by the GPA, the procuring entity must publishinformation
on bid opportunities in at least two sources.  the daily newspaper Seoul Shinmun and the Korean Government
Gazette. While these sources are published in the Korean language, any given tender announcement must be
accompanied by asummary in English, including the subject maiter of the contract, the deadline for submission of
tenders, and the address and contact point from which full documents relating to the contractsmay be obtained. The
tender announcement must contain a statement thet the bid is covered by the GPA.

It appearsthat Koreahas met the requirements described above. However, U.S. firms have noted thet they may need
more than 40 cdendar days for trandation of the extensve documentation for a project bid, home-office
congderaion, and drafting of bid documents in Korean.

Prior to Kored s accesson to the GPA, aU.S-Korea 1992 agreement on telecommunications provided U.S. firms
with access to procurement contracts of Korea Telecom, a government-invested corporation. The United States
annually reviews Koreds compliance with this bilateral agreement, as required under Section 1377 of the 1988
Omnibus Trade and Competitiveness Act. Koreawas desgnated in July 1996 asaPriority Foreign Country under
Section 1374 of the 1988 Trade Act. Bilatera negotiationsin 1997 resulted in an agreement that clarified the Korean
government’s policy and guaranteed nor-interference in the telecommunications procurement process. (See dso
“Telecommunications.”)

EXPORT SUBSIDIES

Inthe padt, Koreahasaggressively promoted exportsthrough avariety of policy tools. However, intheWTO, Korea
committed to phasing out those programs not permitted under the WTO Agreement on Subsidiesand Countervailing
Measures.

Under its IMF gabilization package, Korea committed to an acceleraied time line on the dimination of three trade-
related WTO-prohibited subsdies. Specificaly, the Korean government committed to legidating the dimination of
the following provisonsin the “tax exemption and reduction control law” by March 1998 (1) reservesfor export
loss, (2) reserves for overseas market development; and (3) tax incentives for the encouragement of invesment. In
theWTO, Koreahad committed to €iminating these measures by December 31, 1998. Also under thel MF package,
inJanuary 1998, K oreadiminated, through adminigretivedecree, theMinistry of Information and Communication’s
program to promote the use of mini-computers.

LACK OF INTELLECTUAL PROPERTY PROTECTION

Korea has made sgnificant efforts to strengthen its intellectua property rights (IPR) laws and the enforcement of
those laws. Korean officids have placed priority on prosecution and increased pendlties, and continue to sponsor
public awareness seminars. In recognition of the commitments mede by the Korean government to improveitsIPR
protection regime, Korea's Specid 301 status was downgraded from “priority wetch list” to “watch list” in April
1997.

Pursuant to its obligations under the WTO Agreement on Trade-Related Aspects of Intellectud Property Rights
(TRIPS), Koreapassed four acts (patent, utility mode, design, and trademark) in December 1995, and implemented

Foreign Trade Barriers 261



Korea

new copyright, computer software, and cusoms lawsin 1996. 1n 1997, the trademark law was amended to afford
protectiontothree-dimensond trademarks(registeredin Koreaonly). A revised trademark law isexpected to become
effective on March 1, 1998, and the establishment of a patent court is scheduled for the same time. Koreais
implementing deve oped-country |PR standardsin many aress, but gill daimsdevel oping country statuswith respect
to its TRIPS obligations overal.

Kored's copyright law provides limited retroactive copyright protection to 1957, rather than providing 50 years of
retroactive protection, asrequired under the TRIPS Agreement. Also, the copyright law provides protection only for
cartoon charactersthat possessartistry and cregtivity. Thetrademark |aw doesnot protect somefamousU.S. cartoon
characters because they have not been registered as trademarks with the Korean Industrial Property Office (KIPO).
Korean courts, in recent decisons, have declined to extend protection to textile designs and famous U.S. cartoon
characters-- Mickey Mouse, Tom and Jarry -- for usein certain product categoriesin which aKorean firm hasfiled
apreemptive regidration. Inamgor setback, the Korean Supreme Court in 1997 overturned a KI1PO decision in
favor of aU.S. damant in a dispute over the “ James Dean” trademark.

Korean patent law isfairly comprehensive, offering protection to most products and technologies. In July 1997, the
Patent Act and Utility Mode Act were amended to streamline the examination and gppellate process, and to boost
monetary pendtiesfor cases of patent infringement from 20 million won to 50 million won. U.S. industry believes
that deficiencies remain in the interpretation of daims and in the trestment of dominant and subservient patents.
Additiondly, Korea srecognition of internationd ownership of foreign patents has been inconsstent, and approved
patentsof foreign patent holdershave been vulnerabletoinfringement in practice. For example, theU.S. Government
continues to urge Korea Telecom to procure products and equipment from lega patent holders only, and not from
locd firms that infringe on those patent rights.

U.S. industry continues to be concerned about redtrictions on patent term extension for certain pharmaceutica and
agrochemical products that are subject to lengthy clinica trids and domedtic testing requirements. In the case of
pharmaceuticals, patent term protection for the clinica tria period islost if that process takes less than two years.
Theindustry average for dlinical trias of imported products is generaly just short of two years. During the 1997
Specid 301 process, the K orean government expressed awillingnessto seek aresolution of thisissue. However, there
has been no movement on this problem since that time.

There has been some improvement over the past severd yearsin removing pirated and counterfeit goods from the
Korean market. In particular, through adminigretive guidance, Koreasgnificantly curtailed the copying and sdlling
of certain U.S. copyrighted works crested before 1987. Koreadso established "specid enforcement periods” during
which sgnificant resourcesaredevoted to raids, prosecution, and other copyright enforcement activities. TheKorean
government reports thet from January to November 1997, 14,919 individuas were subject to punishment (919
detentions) for infringement of | PR, up 11.6 percent from thesameperiod in 1996. Enforcement against audio, video,
and software piracy hasimproved consderably. U.S. businesses and industry groups have reported that piracy by
large Korean corporate end-users has diminished. However, piracy for home use and by educationd indiitutions
reportedly continuesto be aproblem, and U.S. firmsreport that they still have difficulties bringing law enforcement
action againg “small-scaé€’ infringers.

K orea hastaken sepsto reduce the number of casesin which Korean companiesregister trademarkssmilar to U.S--
owned marks. But cases of unauthorized regigration -- so-cdled “degpers’ -- were il a problem in 1997.
"Seepers’ are marksfiled and registered by Koreanswithout authorization in the late 1980s and early 1990s, when
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KI1PO was dill developing amore effective and accurate trademark examination and screening process. " Segper™
regidrations were not commercialy used until the U.S. owner of the mark wanted to enter the lucrative Korean
market, but found it was blocked by the previousfirg-to-fileregistration. The new trademark law, which isexpected
to become effective March 1, 1998, will contain provisonsfor prohibiting the registration of trademarkswithout the
authorizetion of foreign trademark holders. However, additiona progress needs to be made on the protection of
famous marks (See third paragraph in this section.)

Until 1998, trade dress had been only partidly protected under both the prevention of unfair competition law and the
designlaw. Thedesignlaw grantsprotection only after regisiration iscompleted. However, the amended trademark
law will dlow the regidration of three-dimensional marks and trade dress. In addition, the protection of color or
combination of color trademarks with a 9gn, character, figure, or any combination thereof was introduced in the
trademark law in 1996.

Korea haslong been asource of exportsof infringing goods. Astextile designs have not been fully protected, some
Korean companies pirated U.S.-copyrighted textile designs and exported them to third countries, competing with
genuine U.S-produced goods. Some progress has been made in improving customs procedures and expanding
cooperation with Korean enforcement authorities. However, the U.S. Government continues to urge Korean
government officials to increase ther efforts toward stopping exports and imports of counterfeit goods to and from
third countries.

Although Korean laws on unfair competition and trade secrets provide some trade-secret protection in Korea, they
remain deficient. For example, U.S. firms face continuing problems with government regulations requiring
submission of very detailed product information (i.e., formulae or blueprints) as part of registration or certification
procedures. U.S. firmsreport thet although the release of business confidentia informetion isforbidden by Korean
law, submitted informetion has not been given sufficient protection by government officids and, in some cases, has
been made available to Korean competitors or to their trade associations.

Recent amendments to the Design Act are scheduled to become effective on March 1, 1998. Under the new
amendments, KIPO ismaking industrial designs more competitive by extending the duration of the design right and
amplifying the design agpplication procedures. A new design regidration system will be introduced to enable
gpplications for certain goods to be registered without examination.

SERVICES BARRIERS

Korea continues to maintain restrictions on some service sectors through a"negdtive list."  In these sectors, foreign
invesment is prohibited or severely circumscribed through equity or other redtrictions. (See dso “Investment
Barriers”)

Construction

The condtruction and engineering markets in Korea have been open to foreign competition since January 1, 1996.
On January 1, 1997, foreign companies became digible to bid on public projects incdluding the massve socid
overhead capital (SOC) projects designed to improve basc infrastructure in Korea. Mot foreign congtruction and
engineering companiesreport that the difficulties encountered o far have been largely culturd, rather than legdl, and
that important issues, such asthe manner in which companiesare pre-qudified and ranked for projects, are now being
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addressed by the Korean government. However, the firms aso report problems with licensng procedures and
bonding procedures, and attempts to renegotiate accepted bid prices.

Three separatelicensesare available to foreign companies: congtruction, construction supervison, and desgn. The
reguirementsassociated with these licenses are burdensomein that they involve hundreds of pages of documentation.
Additiondly, few of thelaws and regulaions on licensng or the gpplication forms have been trandated into English.
Also, prior to obtaining alicense, an gpplicant must consult with anumber of agencies, each of which hasadifferent
interpretation of the licensing rules. The Korean government has said that it will (1) prepare English language
versons of its license gpplication procedures, and (2) streamline and relax some licensing qudification procedures
and requirements.

Foreign companiesare required to deposit $800,000 asabond with the K orean Congtruction Mutud Aid Association
in order to obtain a condruction license. This requirement sgnificantly increases the start-up costs of foreign
companiesinterested in gpplying for acongtruction licensein Korea. The government has stated thet the cash bond
will be reduced annudly and will be abolished by 2000.

Advertising

The government-&ffiliated Korean Broadcagting Advertisng Corporation (KOBACO) has a monopoly over the
adlocation of televison and radio advertisng time. Foreign firms report that KOBACO established a condructive
and open didogue with local and foreign advertisers to discuss future plans and further opportunities for
improvement. Despite this devel opment, Korean advertising remains more regulated than most markets. American
firms report that the salling of air timein packages of only three to Sx months has been modified so that moretime
isavailablein packages of oneto two months. But, it hasbeen difficult to purchase the best qudity spotsfor shorter
periods; this has been aproblem for seasond or new-product advertisers, who generdly use short bursts of media
During thecurrent economic downturn, airtimesupply exceedsdemand, and KOBACOisdemondrating consderable
flexibility.

All advertising is aired between programs during lengthy commercid bresks. Kored sfive-year plan for advanced
broadcadting indicated thet advertising would be permitted during programsand during the weekday-daytime period.
Thiswould sgnificantly improve advertising qudity. Until 1996, over 90 percent of airtime was only availablein
15-20 second lengths. Thisresulted inacrowded and confusing clutter of advertisng. Short timelengthsalso mede
it difficult to establish new products and to utilize globa advertisng campaigns.

TheK orean Broadcagting Commission (KBC) control sadvertising censorship procedures, which arenon-transparent.
The laws and regulations laying out these procedures are very broad and therefore alow congderable subjectivity
ininterpretation. All televison and radio advertising has to be first submitted in itsfind, fully-produced form for
censorship by the KBC, rather than at the "storyboard” stage. Given the unpredictability of the censorship process,
thisaddsconsderably totherisk and costsof deve oping new advertising campaignsand of introducing new products.
A new hill abolishing pre-broadcast censorship and ingtituting a salf-regulation system is under consderation.

Audiovisual

Screen Quota
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By requiring that domestic films be shown in each cinemaaminimum number of days per year (currently 146 days,
with reductionsto 106 dayspossibleif certain criteriaare met), Koreaeffectively imposesascreen quotaonimported
moation pictures. The quotaacts asadeterrent to cinema congtruction and the expansion of thegtrica distribution in
Korea

Foreign Content Quotafor Free TV

Korearedrictsforeign activitiesin theaudiovisua sector by limiting the percentage of weekly broadcasting time (not
to exceed 20 percent) that may be devoted to imported programs.

Foreign Content Quotafor Cable TV

Cable channe's may devote only 50 percent of air time to foreign sports, science, and documentary programs. All
other types of foreign programming, including movies, are subject to an even sricter quota of 30 percent. These
quotas are applied on a per-channd bass. There are only two movie channds (one basic and one premium) and a
drict content quota. Additiondly, cable TV programming must betrandated into Korean, which effectively prevents
direct rebroadcagting of satdllite transmission by Korean cable TV companies. Theseredrictions severdly limit the
mearket for foreign programming.

Satdlite Re-transmisson

Korean cable TV companiesreportedly arere-broadcasting satdlitetransmissonsof foreign programming (indluding
U.S)) without paying user fees'roydtiesto the foreign broadcagters. Presently, the Korean government and Korean
firms are operating under the assumption that fees for such re-transmissions need not be paid.

Financial
Insurance

After Japan, Koreaisthe second largest insurance market in Asaand thesixth largest intheworld, with $57.6 billion
inpremiumspaidin 1996. Theenvironment for foreigninsurance companieshasimproved congderably snceKorea
first opened its market in 1986. Korea hasimplemented a series of regulatory changes since its 1996 accession to
the OECD. Korea has pledged to reflect these and other OECD financid services commitmentsin arevissed WTO
financid services offer before the find agreement goes into effect in 1999.

Entry into the life and non-life insurance markets has been gradudly liberaized, congstent with Koreals OECD
commitments. Some redtrictions remain with respect to partnering with local Korean insurance companies and the
hiring of Korean insurance professonds. By April 1998, Korea will liberalize insurance gppraisal and activities
andillary to the management of insurance and penson funds. Korea has begun to dlow brokersto operate, and the
brokerage market is scheduled to be opened to foreign firmsin April 1998. (For example, life insurers now are
permitted to sall persond accident insurance,) Severd foreign reinsurance firms now have entered the market.

Despite Korean plans to deregulate insurance premium rates by 1999, it is unclear whether thiswill give firmsfull
freedom to determinerates. U.S. indudtry, while noting theimproved market access and regulaory environment that
exigt today, dtill has mgor concerns about restrictive rate and form regulations, limitations on investments, and lack
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of trangparency and due process. Industry aso has expressed concern about a growing solvency problem among
domedtic life insurers and has offered to work closdly with the Korean government on solutions that protect
policyholders without damaging hedthy companiesin the sector.

Banking

TheKorean banking sector isin the process of undergoing thorough and far-reaching structura reform aspart of an
agreed program between the government of Korea and the IMF. The objective of this reform is to ensure thet the
banking sector operates on a fully commercid, rather then indudtria policy bass. The Korean government has
committed to refrain from interfering in bank lending and management decisons, except with regard to prudentia
supervison. Thegovernment aso has pledged, and isin the process of implementing, amajor opening of the capital
marketsto foreign participation. Foreign financid ingtitutions will be alowed to participate in non-hogtile mergers
and acquisitions of domegtic financid inditutions. Foreign bankswill be alowed to establish subsdiariesin March
1998. Thenew government is seeking legidation to dlow hogtile mergers and acquistions, induding in the banking
sector.

Korea continuesto place various limits on the scope of bank operations based on local capita versus global capital
reserves. Theselimitsaffect (1) loanstoindividud customers, (2) foreign exchange trading; and (3) foreign banks
capital adequacy and liquidity requirements. For non-top-five K orean companiesand small and medium enterprises,
foreign banks operations are subject to lending ratios.

All banksin Korea continue to suffer from areatively non-trangparent regulatory system and must seek gpprova
before introducing new products and sarvices, an area where foreign banks are most competitive. The foreign
exchange market continuesto be heavily regulated, with tight controlson theintroduction of new insruments, aniche
whereagain U.S. bankswould beespecialy competitive. According totheBank of Korea(the K orean Centrd Bank),
some redtrictions on capital inflow have been removed. The government recently alowed foreign banksto increese
their swep linesasaway to generate additiond foreign exchange, but it remainsunclear if theseincreased lineswill
be dlowed once the current crissisover. For the present, the government has indicated that the exigting lines will
not be decreased for the foreseeable future and may even be increased.  The interbank money market is il
underdeveloped and is not a stable source of funding for foreign bank activities.

Foreign-based, non-financia businesses in Korea are subject to high-cost procedures and redtrictions on ther
financid activities. Such restrictionsareinappropriatefor Korea sleve of devel opment and financid sophistication.
Virtudly al intercompany transfersare subject to aforeign exchangebank’ scertification and thereguirement to settle
via documentary trade finance methods.  This process is cumbersome, costly, and unnecessary, particularly for
transactions between subsdiaries.

Despite a long-standing government commitment to deregulation, there have been few changes of practica

importancein controlsover transactionsinvolving foreign exchange, imports, and exports. Thesecontrolscrestehigh
cogtsand excessverisksfor multinationasoperating in Koreaand areadisincentiveto additiond foreigninvesment.

Securities
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While there has been consderable liberdization of the securities market in Korea, foreign securities firms continue
to face market access barriers. The present 50 percent ceiling on foreign equity in asecuritiesfirm is scheduled to
be lifted in 1998. The establishment of brokerage subsdiaries will be alowed as of March 31, 1998.

Foreign invesment cellings in Korean stocks have been consderably liberaized. The aggregete ceiling was lifted
to 55 percent as of December 30, 1997, and the government has commiitted to lift this celling entirely by the end of
1998. The individud celling for portfolio investment was raised to 50 percent on December 12, 1997. The
government hasdliminated, effective December 30, 1997, dl foreign investment ceilingsfor government, specid, and
corporate bonds, and has committed to permitting unlimited foreign investment in domestic money market
indruments.  As of December 16, 1997, the government lifted redtrictions on foreign borrowing by Korean
corporations for maturities grester than three years and has committed to consult with the IMF about remaining
regtrictions.

Foreign firms can now participate in the domegtic securities “over-the-counter” market. Foreign investment
regrictions, while currently in force, are scheduled to be removed in 1998. Likewise, the existing 50 percent ceiling
on foreign ownership of invesment advisory companiesis scheduled to be diminated in 1998.

Kored s tightly controlled financid sector and the high cost of dometic credit in Korea directly affect U.S. firms
operating in other sectors. However, Koreahas committed to mgjor liberdization of itsfinancia and capital markets
aspart of itsIMF program, and the new K orean administration hasmadeimproving thedimeatefor foreign companies
operdting in Korea atop priority.

INVESTMENT BARRIERS

Korea has removed mogt of its forma barriers to foreign investment, but remains relatively unettractive to foreign
investors. AccesstotheKorean market for foreigninvestorscontinuesto behighly conditioned by law and regulation,
aswell asby inexplicit adminigrative guidance and buresuicratic fiat, which are often opague and subject to varigble
interpretation. Koredsinvestment regimeis more redtrictive than those of many of its Asan neighborsand falswell
below the standard among OECD countries. Continuing inititivestaken by the K orean government over thecoming
years-- some committed to during its access on to the OECD -- may reducethisdisparity. Also, Kored sinvestment
climate may change with the new Presdent’ s focus on bringing foreign invesment into the economy in an effort to
ensure economic Stability.

As of February 1997, foreign investors are only required to notify the government of their intentions, actua
applicationshave been diminated. Under present law, thegovernment can only reject aforeigninvestor'snatification
if the activity appears on an explicit "negative lig" or is somehow related to national security, the maintenance of
public order, or the protection of public hedth, mordity, or sefety. The Korean government is obligated to reject the
notification within 50 days of itsfiling, or theinvestment can be presumed to belegd. Although the government has
reduced the documentation required to inves, the natification process remains burdensome and can require
submission of proprietary information, including contracts.

Under a bilaterd agreement signed in 1989, the Korean government agreed to (1) eiminate dl loca equity
participation requirements imposed by "individud laws' (gpart from requirements imposed for reasons of land
acquigtion, exploitation of land or other resources, or national security); and (2) refrain from imposing any
performancerequirements(e.g., ontechnology transfer, loca content, or local manufacture). However, U.S. firms--
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particularly telecommunications companies -- report that the Korean government and its public entities regularly
impose ade facto "buy locd" policy on their purchases and actively encourage privete entities to follow suit.

In 1994, the K orean government revisad its Alien Land Acquisition Act to permit foreign-invested firmsto purchase
land for business purposes, including saff housing. 1n 1997, the regulations were eased further to alow provison
of rent-free or reduced-rent indudtrid premisesto foreign investors willing to locate at two specific Stes outsde of
Seoul. However, the U.S. Government remains concerned thet other laws cregte disincentives to unfettered foreign
investment by placing overly drict limits on the purchese, use, and sale of land by foreigners. In the padt, stringent
Korean land-use laws containing time-sensitive conditions have resulted in the assessment of subgtantia taxes on
unused land and the forced sdle of land a below-market prices.

The Korean government requires firms established for three or more years and identified by the Korean Securities
and Exchange Commission to sl at least 30 percent of their stock to the public. The U.S. Government continues
to urge Korea to abolish this "going public”’ policy for foreign firms, many of which are privately held.

Koreahasnot notified the WTO of any measuresthat areincongstent with itsobligationsunder theWTO Agreement
on Trade-Related Investment Measures (TRIMS).

ANTICOMPETITIVE PRACTICES

The Korea Fair Trade Commisson (KFTC) is respongble for enforcing the Fair Trade Act and improving
competition policy in the Korean economy. Due to recent reform messures, the KFTC has been eevated to a
ministerid-level agency and the agency’ s Saffing has been increased. From the U.S. Government’ s point of view,

these were necessary and welcome changes.

The Korean National Assembly passed arevison to the Fair Trade Act. Effective on April 1, 1997, thisrevison
expanded the gpplication of the Fair Trade Act to the financid and insurance sectors. The KFTC dso was given
moreauthority to demand changesin anticompetitive provisonsin both draft and existing lawsand regulations. The
KFTC has investigated and sanctioned Korean firms in response to a U.S. firm's complaint that the Korean
companies had engaged in anticompetitive practices.

The corporate restructuring, labor, financia sector, and foreign investment reforms to which Korea has committed
under the IMF package should spur the KFTC' s efforts to deter and eiminate chronic anticompetitive practicesin
theKoresnmarket. If restructuredin responseto commercid, rather thanindusirial policy cues, theKoreanchaebols
in sectorssuch asautos, stedl, semiconductors, and shipbuilding should depart from past practicesof overproduction
and aggressive exporting.

With respect to products such as pharmaceutica's and cosmetics, industry associations are delegated substantia
regulaory authority in Koreathrough both formal and informa means. These associations often have abused their
powers by discriminating against non-members and potential competitors, including American firms.

In 1996, the KFTC decided to regulate not only collusion between riva firms, but also trade associations thet induce
their membersto engagein anticompetitive practices. 1n1996, the KFTC ordered 60 trade associationsto revise 134
anticompetitive or unfair articles or by-laws. 1n 1997, the KFTC investigated the internd rules and practices of 57
asociationsand identified 79 items needing improvement. The KFTC deregul ation task force also moved to reduce
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the authority delegated to industry associations. 1n 1997, the KFTC gave ordersto discourage 40 to 50 associations
from abusing authority delegated by the government. (See dso “Cosmetics’ and * Pharmaceuticas.”)

Despite the above-mentioned improvements in competition law enforcement and policy, the United States believes
that more improvements are necessary to ensure unfettered market access for foreign firms.

OTHER BARRIERS
Lack of Transparency

Many Korean trede-rdated laws and regulations lack specificity. Ther implementation is directed by internd
guidance, whichisdeveloped by therdevant ministriesand oftenisnot published. Despitethisguidance, Korean port
officids exercise a great dedl of discretion in gpplying the broad rules in the laws and regulations. This leads to
inconsstency of application and sometimes the most trade redtrictive application, as well as uncertainty among
business interests.

Inthe padt, the K orean government hasfailed to produce advance or timely notice of changesto lawsand regulations,
ether in domedtic officid publications or inthe WTO. This has precluded interested parties from commenting on
the effect of the proposed changes and medeit difficult or impossiblefor foreign companiesto adjust to the new rules
when they are implemented.

Some progress has been made on such trangparency issues, but additiona improvement il is necessary to ensure
thet lack of trangparency no longer impedes trade.

Frugality Campaigns and Anti-import Bias

Frugdlity campaigns ostengbly directed at individua consumption, but effectively targeting imported goods, are
another barrier that U.S. firmsfacein Korea. AsKoredstrade deficit rosein 1996 and thefirst few monthsof 1997,
newspapers and government officids regularly pointed out the negative current account impact of risng imports of
finished consumer goods, food and agriculturd products, clothing, furniture, travel, and education. WhiletheKorean
government denied involvement in the anti-import aspect of the frugdity campaign, complaintsfrom U.S. firmsrose
rapidly as Korean officids took arbitrary actions that impeded imports. (See dso “Import Clearance Procedures”
“Standards and Conformity Assessment Procedures,” and “Motor Vehicles”)

A moremarket-oriented team of economic ministerswasappointedinMarch 1997. TheKorean government publicly
announced in May 1997 that imports were not the cause of Kored s economic problems, and handed down a set of
guiddines warning Koreen officials againgt actions that could be interpreted as anti-import.

The IMF program’s high interest rates, sirict standards for Korean banks, and reforms of the financia sector are
expected to lead to low or negetive economic growth, numerous corporate bankruptcies, and significantly higher
unemployment in 1998. TheKoreanwon lost 50 percent of itsva uefrom November 1997 to January 1998, causing
pricesof imported raw, intermediate, and finished goodsto increase. Koreansreacted strongly to thefinancid criss,
turning in their gold for won, and embracing renewed cdlsfrom civic groups and the media to reduce consumption,
especidly of imports.
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Partidly government-owned TV dtations have run public service messagesin which entertainment celebrities urged
peopleto use smdl, domestic carsrather than large, imported cars. Some gas stations have posted Sgns stating thet
they will not service imported cars, and dedlers report an upsurge in vandalism againg imported cars.

In alive, tdlevised town meeting in December, then Presdent-dect Kim Dae Jung called on Koreans to engage in
“hedlthy consumption,” and to base purchasing decisons on price and qudity, rather than country of origin.
Unfortunately, the anti-import bias remains a problem.

Internal Supports

Under the Uruguay Round, Korea agreed to reduce, in ten equd ingtalments, its domestic support (AMS) for
agriculturd productsfrom 2.182 trillion won in 1995, to 1.49 trillion won in 2004. If the Korean government does
not reduceitslarge domedtic rice and beef purchases, it will have difficulty mesting its AM S commitmentsin coming
years.

Motor Vehicles

Koreaisthefifth largest auto manufacturer in theworld but importsfewer carsthan any other major auto-producing
country. In 1996, the foreign share in the Korean auto market was less than 1 percent, compared to 6 percent for
Japan and over 25 percent for France, Germany, and the United States. In addition, Korean auto companies
expangon of production outsdeof Koreaiand exportsto third-country marketshave caused concernamong U.S. auto
producers.

Domedtic production in Korearemained a 2.8 million vehiclesin 1997. Asthe Korean economy dedined over the
course of 1997, Kored s sdes of domestic passenger cars dropped seven percent to 1.15 million units, while sdes of
imported passenger carsby officid dedersfel 21 percent. Themarket shareof imported passenger vehideshad been
only 0.8 percent of the total market in Koreaiin 1996, and fell even further in 1997 to 0.7 percent. At the sametime,
exports of Korean vehicles rose 9.1 percent in 1997 to 1.3 million units. Fifty-seven percent of total Korean
passenger cars manufactured in 1997 were exported, an increase of 6.3 percent over 1996.

In September 1995, under a Super 301 review, the United States and Korea negotiated a Memorandum of
Understanding (MOU) on market access for foreign passenger vehicdles. Korea agreed to liberdize gandards and
certification procedures, reduce taxes thet discriminate againgt imported vehicles, permit foreign advertisers equa
accessto televison advertising time, dlow foreign maority ownership of auto retail financing entities, and improve
consumer perception of autoimportsin Korea: Koreaaso committed to refrain from introducing any new measures
that would adversdly affect market access.

In bilateral negotiations between August and September 1997, the U.S. Government sought to address continuing
problemsin obtaining access to the Korean auto market. However, thesetalksfailed to produce satisfactory market-
opening results. Consequently, on October 1, 1997, theU.S. Government identified Koreal sbarriersto auto imports
as a Priority Foreign Country Practice under Super 301 procedures, followed by initiation of a section 301
investigation on October 20. Specific Korean practicesof concernincudetariff and cumulativetax disincentivesthat
disproportionately affect imports, onerous and costly auto standards and certification procedures, auto financing
regrictions, and a pervasve dimate of bias againgt imported vehicles.
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Kored s applied 8 percent tariff is over threetimesthe U.S. passenger vehicle tariff of 2.5 percent. Kored s bound
rate under the WTO remainsat 80 percent. At the purchase and retention stages, Koreaimposes nine different taxes
on passenger vehicles. These taxes are gpplied cumulatively on top of the 8 percent tariff rate. Three of the nine
taxesare based on engine displacement, and are gpplied in away that diproportionately burdensvehicleswithlarger
engines (over 2,000 cc), acategory in which mogt of the American Big-Three and other foreign products are most
competitive. The compounding effect of these taxes, asthey are gpplied on top of the tariff, Sgnificantly increases
the final price of the average car exported to Korea

On October 28, 1997, K oreaequdized the subway bond tax gpplied to imported and domestic minivans, diminaing
the discriminatory application of the tax. However, snce sgning the 1995 MOU, the Korean government has
proposed ared assification of minivanswhich would result in increased taxeson minivans. Koreaaso hasincreased
taxes incrementally snce April 1996 on sport utility vehicles.

Burdensome standards and certification procedures makeit difficult and codtly to introduce new car moddsinto the
Korean market. Significant obstacles to importation include redundant vehicle testing beyond the initid type
approval certification process. Such duplicative procedures impose further cost on foreign manufacturers. Korea
aso blends internationd certification standards which makes it virtualy impaossible for importers to homologate
vehicles without incurring consderable extra cost to modify and test vehicles for export from the United States to
Korea

Korearecently introduced |egidative reformsto reducewholesale and deder financing redtrictionsthat hed adversaly
affected foreign automakers. However, financing firms are il not dlowed to hold a mortgage on cars sold on an
ingalment payment basis, rendering repossession impossible and recovery difficult and expensive. Theinability to
extend credit on acommercidly viable basis has impeded the sales of imported vehidesin Korea

Pervasveanti-import sentiments have limited marketing opportunitiesand intimidated potentia customersof foreign
vehidesin Korea. A perceptioniswiddy held by Korean consumersthat purchasing an imported passenger vehicle
could invite Korean government scrutiny and public “backlash.”  This perception stems from the Korean
government’ s past association with campaigns and programs thet discouraged the purchase of imported products.
Therehave been numerous nationa anti-import campaignssince 1989, which have had ameasurable adverseimpact
on the sales of imported vehicles. In addition, in December 1996 and early 1997, the Nationa Tax Office (NTO)
engaged in broad action directed at lessees of imported autos. Though withdrawn after complaints by foreign
governments, the threat of tax audits for lessees of imported cars had a chilling effect on import sales. Recent
frugdlity campaignslaunched by civic organizations, astens bly to reduce conspicuousconsumption and toameiorate
Kored s trade deficit, aso have contributed to an anti-import bias among consumers of motor vehicles. (Seedso
“Frugdity Campaigns and Anti-import Bias’ and *“ Standards and Conformity Assessment Procedures.”)

Pharmaceuticals

Kored snationd hedthinsurance syslem doesnot provideimported drugswith national trestment with respect todrug
reimbursement and discourages hospitals and other large end-users from buying imported drugs. Under the Korean
system, imported pharmaceuticas are reimbursed based on their actud transaction prices, while domesticaly
manufactured pharmaceuticals are reimbursed on a schedule established through local price reviews. Thisdlows
hospitals, dinics, and pharmacies to profit from reimbursement from domestic products, but not from imported
products. Dispensers of imported products dso must comply with additional adminigtrative procedures for
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reimbursement.  Recently, Korean hospitals have engaged in “buy nationd” behavior by ddiging foreign
pharmaceuticals from formularies and inventories. In addition, U.S. pharmaceutical producers face other market
access barriersin Koreaincluding requirements for duplicative testing, limitations on manufacturing, and lack of
patent term extension. (See aso “ Standards and Conformity Assessment Procedures’ and “Lack of Intellectud
Property Protection.”)

Cosmetics

Impediments to entry and digtribution of foreign cosmetic products in Korea include (1) redrictions on sales
promotions (premiums), including on the method for vauing premium products; (2) the Korean government’s
delegation of authority to the domestic industry association to screen advertising and information brochures prior to
use; (3) mandatory provision of proprietary information onimportsto Korean competitors; (4) redundant testing; (5)
unreasonable prior-gpprova requirements on cosmetic tester labels, and (6) burdensome import authorization and
tracking requirements. The U.S. Government cited Kored s coametics-related messures asabilaterd priority inthe
1997 Super 301 report. (See dso “ Standards and Conformity Assessment Procedures’ and “ Anticompetitive
Practices.”)

Telecommunications

Inthe padt, U.S. equipment and services companies encountered a sgnificant number and range of impedimentsin
the Korean telecommunications sector. The Korean government has targeted the telecommunications sector for
indugtrid promation, which explains the chronic nature of U.S. market access problemsin thissector. Only afew
U.S. firmsoperatein the K orean telecommunications service market asminority investors. Although KoreaTelecom
isno longer the monopoly service provider, there il are indications thet it continues to pursue an unwritten "buy
local" requirement for eguipment procurement by service providers.

On duly 26, 1996, USTR designated Koreaias a Priority Foreign Country under Section 1374 of the 1988 Omnibus
Trade and Competitiveness Act. Bilateral negotiaionsin 1997 resulted in an agreement thet considerably darified
government policy and guarantees of non-interference in the procurement process. On July 14, 1997, Korea
announced in apolicy statement that (1) the government did not require use of local productswhen making decisons
onlicensing or spectrum dlocation; (2) thelicensing processwould betrangparent and non-discriminatory; (3) within
thescopeof Kored scommitmentsand in accordancewithitsobligationsunder theWTO, foreign firmswould receive
nationd trestment; and (4) private sector firms would be free to make their procurement decisions independently.
The U.S. Government continuesto bring any instances of non-compliance by Korea Telecom to the atention of the
Korean governmernt.

Korea s commitments under the WTO Basic Telecommunications Agreement enhance opportunities for partia
foreign ownership of Korean ted ecommunicationsoperators. Duetotheneed for foreigninvestiment in Korea, thenew
government may accelerate the schedule for market opening measures agreed under this Agreement. (See dso
“Government Procurement.”)
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